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Higher inflation and resilient activity will lead to rate hikes

P Geopolitics: a deal between the U.S. and Iran enables the reopening of the Strait of Hormuz. We expect oil at
US$80/barrel in 2026 and US$75/barrel in 2027, with a gradual decline in the geopolitical risk premium and a

return to a structurally oversupplied market.

P U.S.: inflation off target and accelerating, combined with improving employment, should lead the Fed to raise

rates twice this year, in September and October.

P Europe: a new rate hike to 2.50% by the ECB may wait until September (vs. July in our previous scenario)
given the resolution of the conflict. The Fed's rate hike implies a stronger USD scenario, with the Euro at 1.13

this year and the next.

P China: no need for additional stimulus amid export resilience.

P Latin America: soft growth, supply-driven inflation, and diverging policy paths.

Persistent inflation and a reactive Fed make
rate hikes more likely

We revised our oil scenario to US$80/barrel (from
US$85/barrel) at end-2026, following the deal between
the United States and Iran. Although the agreement
provides for the reopening of the Strait of Hormuz (see
chart), negotiations are still under way on the main points
of divergence, such as Iran's nuclear question and the
governance and control of the strait itself in the post-
conflict period. For 2027, we keep our forecast of a
decline in the commodity's price to US$75/barrel at year-
end. Structurally, the commodity's balance is in surplus,
given higher production from non-OPEC countries and a
weaker cartel following the departure of the United Arab
Emirates. Even so, the geopolitical risk premium and a
possible inventory rebuild may limit a quick return of the
price to its pre-conflict level (between US$60-65/barrel).

Prices dropped sharply with the normalization of
oil flows in the region
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In the United States, inflation has come in worse than
expected by the Fed, which had to significantly
increase its forecasts in June. Core PCE posted an
average monthly change of 0.34% from January to May,
well above the pace needed for convergence to target
(0.17%) and also above the average pace of the same
period in previous years (0.26% in 2025; 0.30% in 2024).
This stems from the succession of inflationary shocks
affecting the economy: (i) tariffs (since 2025), (ii) higher
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input costs related to artificial intelligence, and (iii) rising
energy prices. As a result, the annual core change
reached 3.5% in May and shows reacceleration (see
chart). We continue to project inflation persistence ahead,
ending this year at 3.3% and next year at 2.9%. At the
same time, employment indicators continued to improve,
with a stable unemployment rate, leaving only the price-
stability mandate of the central bank off target.

Core PCE at 3.4% yly in May
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In response, the Fed increased its inflation forecasts
at the last meeting, and FOMC members began to
consider rate hikes ahead. The meeting was the first
with Kevin Warsh as Fed Chair and was marked by a
more minimalist statement, with greater focus on inflation
and less signaling of the next steps. Warsh also did not
submit projections in the so-called Dot Plot (see below).
In the coming months, the Fed is expected to run task
forces to reform and/or assess its (i) communication, (ii)
balance-sheet management, (iii) sources and governance
in the use of data, (iv) assessment of productivity and
employment in a world of Al, and (v) framework and
metrics for measuring inflation.

The projections showed that 9 of the 18 members who
submitted forecasts expect a rate hike this year, of
which 6 expect more than one hike. In addition, the
distribution of inflation projections shows that the other 9
members, who do not expect a rate hike, project inflation
below the Committee's median, which suggests that,
should inflationary pressures persist — as we expect in
our base-case scenario — these members are likely to
revise their projections and consider rate hikes ahead. As

a result, we now project two Fed rate hikes this year, in
September and October.

Strong data and a more hawkish Fed lead to a
stronger-dollar scenario. The combination of a more
hawkish Fed and the consequent repricing of rate hikes,
amid a still-resilient activity scenario in the United States,
boosted the dollar in recent weeks and more than offset
the reduction in uncertainty associated with the war. We
therefore revised our DXY forecast upward this year (from
98.2 to 102.2) and next year (from 97.8 to 101.7),
consistent with a revision of the Euro from 1.18 to 1.13 in
both this year and next.

In Europe, the central bank delivered the rate hike in
June, but the relief in energy prices removes the
urgency for another one. We expect a new rate hike
only in September (vs. July in our previous scenario).
First-quarter GDP was revised to a 0.2% qoq decline
(from -0.1% qoq), reflecting a growth shock in Ireland (-
12% qoq). In addition, industry and services confidence
surveys showed weakness in the face of the oil shock,
mainly in the employment component. We thus revised
our growth forecast to 0.5% (from 0.9%) in 2026, but keep
our growth expectation at 1.2% for 2027. We expect the
ECB to take the policy rate to 2.50% in 2026 — the top of
neutral-rate estimates — with these hikes soon reversed
in 2027.

In China, we keep our growth forecasts at 4.7% in
2026 and 4.5% in 2027. Second-quarter activity data
showed another round of domestic-demand weakness.
Our growth tracking for the year stands at 4.5%, at the
floor of this year's growth-target band (between 4.5%—
5.0%). On the other hand, exports remain the main pillar
of Chinese growth, now boosted by the artificial-
intelligence cycle, which keeps the urgency for domestic-
demand stimulus low.
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China: GDP forecast for current year
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Latin America: soft growth, supply-driven
inflation, and diverging policy paths

Growth

The growth outlook across Latin America points to a
weak starting point in 2026 followed by gradual
recovery into 2027, with important differentiation across
economies. In Chile, activity remains subdued due to an
early-year contraction driven by supply disruptions—
particularly in mining—and soft domestic demand. Weak
labor market conditions and limited credit growth
continue to restrain consumption, although a pipeline of
investment projects and stronger terms of trade are
expected to support a gradual recovery. Growth is
projected at 1.5% in 2026 and 3.1% in 2027, reflecting
improving investment dynamics over time.

Peru stands out with stronger momentum, supported
by resilient domestic demand, robust exports, and a firm
labor market. Growth is expected to exceed 3% in 2026,
aided by strong carryover effects and continued
expansion in non-primary sectors. However, the
increasing likelihood of a strong El Nifio event poses
downside risks, potentially weighing on primary sectors
and trimming growth, though partly offset by stronger
activity elsewhere.

In Colombia, growth remains relatively resilient but
moderating, supported by solid consumption and
services activity. Despite supportive domestic demand,
climate-related shocks and tighter financial conditions
are expected to weigh on activity. GDP is projected to

grow 2.2% in 2026 and 2.4% in 2027, with investment
recovery expected to mitigate transient shocks.

Mexico presents a mixed outlook, with early signs of
recovery in 2Q26 following a weak first quarter. External
demand, particularly exports linked to global technology
cycles, continues to support activity, offsetting domestic
softness. However, moderation in consumption and
weak investment dynamics suggest only a gradual
recovery, with uncertainty related to USMCA
renegotiations remaining a key headwind.

Argentina’s GDP growth is projected at 3.5% in 2026,
driven by primary sectors and improving external
balances, after a stronger than expected 1Q. While
short-term indicators remain mixed, the expected
disinflation and lower interest rates should gradually
support consumption and investment, although low
carryover and domestic demand weakness introduce
near-term risks.

Inflation

Inflation across the region remains elevated but
increasingly shaped by supply-side factors, with
gradual and uneven convergence toward target. In
Chile, inflation pressures are largely driven by external
shocks—particularly energy prices—while core inflation
remains contained. This supports expectations of
gradual convergence toward the 3% target, with year-
end inflation forecast revised down to 4.1% in 2026.

Peru faces more persistent inflation pressures, with
recent data showing rising core inflation and strong
sequential momentum. Supply-driven factors, including
food prices and El Nifio risks, continue to push inflation
higher, with end-2026 projections at 4.4%, above target,
and convergence expected only in 2027.

Colombia stands out with significantly higher and
more entrenched inflation, driven by indexation
effects, strong domestic demand, and climate-related
shocks. Inflation is expected to remain well above target,
reaching 7.5% by end-2026, as rising food and energy
prices linked to El Nifio exert upward pressure.

In Mexico, inflation is on a gradual disinflation path,
supported by easing goods prices and stable
expectations. However, services inflation remains sticky,
delaying full convergence to target. Inflation is expected
to reach 4.1% by end-2026, with a slow normalization
process thereafter.

Argentina continues to experience high but declining
inflation, with projections of around 30% by end-2026.
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While disinflation is underway, the pace remains
gradual, reflecting structural rigidities, the challenges
associated with stabilizing expectations and the “last few
miles”.

Overall, regional inflation dynamics reflect a shift
toward supply-driven pressures, including energy
volatility, exchange rate movements, and climate
shocks, with risks generally tilted to the upside in the
near term.

Monetary policy

Monetary policy across Latin America is evolving into a
more divergent and data-dependent phase, reflecting
differences in inflation persistence and growth
conditions. In Chile, the central bank maintains a
neutral and cautious stance, holding rates steady
while monitoring inflation expectations and second-
round effects of the oil shock. With inflation risks
becoming more balanced, market expectations have
shifted toward potential rate cuts, although external
constraints—particularly Fed tightening—remain
relevant.

In Peru, the central bank has kept policy rates
unchanged but signaled a likely return to tightening in
response to persistent inflation and El Nifio risks. A
cumulative increase in rates is expected later in 2026,
alongside continued FX intervention to manage currency
volatility.

Colombia presents the most clearly restrictive stance,
with the central bank expected to resume its tightening
cycle and raise rates toward 13% by end-2026,
reflecting elevated inflation and above-target
expectations. Monetary policy is likely to remain
restrictive for longer to anchor credibility, even as growth
moderates.

Mexico’s central bank is expected to maintain a wait-
and-see approach, keeping rates at neutral at 6.5%,
while assessing the pace of disinflation, in the context of
a wide negative output gap. Policy remains data-
dependent, with potential tightening contingent on
exchange rate pressures or renewed inflation shocks.

In Argentina, monetary policy is evolving within a
broader stabilization framework, where lower inflation
and improved fiscal dynamics gradually allow for
easing financial conditions. However, maintaining policy
credibility and supporting reserve accumulation remain
key priorities.

Overall, the region reflects increasing monetary policy
divergence, with some economies approaching easing
cycles while others remain in tightening mode, all under
a highly uncertain external and supply-driven inflation
backdrop.
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Global | Forecasts and Data

2019 2020 2021 2022 2023 2024 2025 2026F 2027F
Current Previous Current Previous
GDP Growth
World GDP growth - % 2.8 -2.8 6.3 3.5 3.2 3.2 3.3 3.2 3.2 3.4 3.4
USA-% 2.6 -2.1 6.2 2.5 2.9 2.8 2.1 24 2.4 2.2 2.2
Euro Area - % 1.6 -6.2 6.4 3.7 0.6 0.9 1.5 0.5 0.9 1.2 1.2
China - % 6.2 2.0 7.7 3.0 5.4 5.0 5.0 4.7 4.7 4.5 4.5
Inflation
U.S. Headline CPI - %, eop 2.3 1.3 7.2 6.4 3.3 29 2.7 3.8 3.8 2.7 2.7
U.S. Core CPI - %, eop 2.3 1.6 55 57 3.9 3.2 2.6 3.0 3.0 3.0 3.0
Interest rates and currencies
Fed Funds - %, eop 1.6 0.1 0.1 4.1 5.4 4.5 3.6 4.13 3.63 4.13 3.13
U.S. 10 Year Treasury - %, eop 2.0 0.9 1.5 3.9 3.9 4.6 4.2 4.50 4.25 4.50 4.00
ECB Deposit Rate - %, eop 0.0 0.0 -0.5 2.0 4.0 3.0 2.0 2.50 2.50 2.00 2.00
USD/EUR - eop 1.1 1.2 1.1 1.1 1.1 1.0 1.2 1.13 1.18 1.13 1.18
CNY/USD - eop 7.0 6.5 6.4 6.9 71 7.3 7.0 6.80 6.90 6.80 6.90
DXY Index* - eop 96.4 89.9 95.7 103.5 101.3 108.5 98.3 102.2 98.2 101.7 97.8
Source: IMF, Bloomberg and Itau
* The DXY is a leading benchmark for the international value of the U.S. dollar, measuring its performance against a basket of
currencies that includes the euro, yen, pound, Canadian dollar, Swiss franc and Swedish krona.
Compared scenario
World Latin America and Caribbean
| 2025 | 2026 | 2027 | | 2025 | 2026 | 2027 |
Current Previous Current Previous Current Previous Current Previous
GDP (%) 3.3 3.2 3.2 3.4 3.4 GDP (%) 2.5 24 2.5 2.5 2.5
Brazil Mexico
| .2025 | 2026 | 2027 | | 2025 | 2026 | 2027 |
Current Previous Current Previous Current Previous Current Previous
GDP (%) 23 21 2.1 1.7 1.7 GDP (%) 0.5 11 1.1 1.8 1.8
BRL / USD (eop) 5.47 5.30 5.15 5.50 5.35 MXN / USD (eop) 18.0 18.4 18.4 18.9 18.9
Monetary Policy Rate (eop,%) 15.00 14.00 13.75 1250 12.50 Monetary Policy Rate (eop,%) 7.00 6.50 6.50 6.50 6.50
IPCA (%) 4.3 5.4 5.4 4.5 4.5 CPI (%) 3.7 41 41 3.8 3.8
Argentina Chile
_mm [ 2025] 2026 | 2027 |
Current Previous Current Previous Current Previous Current Previous
GDP (%) 4.4 3.5 3.5 3.0 3.0 GDP (%) 2.5 1.5 1.5 3.1 3.1
ARS / USD (eop) 1459 1600 1600 2100 2100 CLP / USD (eop) 900.6  880.0 860.0 870.0 850.0
Reference rate (eop,%) 27.0 26.0 26.0 25.0 25.0 Monetary Policy Rate (eop,%) 4.50 4.50 4.50 4.50 4.50
CPI (%) 315 30.0 30.0 25.0 25.0 CPI (%) 3.5 41 4.5 3.0 3.0
Colombia Peru
| 2025 | 2026 | 2027 @ | 2025] 2026 | 2027 |
Current Previous Current Previous Current Previous Current Previous
GDP (%) 2.6 2.2 21 24 23 GDP (%) 3.4 3.3 3.3 3.0 3.0
COP / USD (eop) 3757 3400 3600 3400 3600 PEN / USD (eop) 3.36 3.40 3.40 3.40 3.40
Monetary Policy Rate (eop,%) 9.25 13.00 1250 11.50 11.00 Monetary Policy Rate (eop,%) 4.25 4.75 4.75 4.75 4.75
CPI (%) 5.1 7.5 7.0 5.8 5.7 CPI (%) 15 4.4 4.4 2.6 2.6
Paragua Uruguay
hmmz- | 2025 | 2026 | 2027 |
Current Previous Current Previous Current Previous Current Previous
GDP (%) 6.6 4.0 4.0 4.0 4.0 GDP (%) 1.8 1.2 1.2 1.5 1.5
PYG / USD (eop) 6598 6450 6450 6500 6500 UYU / USD (eop) 39.0 40.5 39.5 41.0 40.0
Monetary Policy Rate (eop,%) 6.00 5.50 5.50 5.50 5.50 Monetary Policy Rate (eop,%) 7.50 6.25 5.75 7.00 6.50
CPI (%) 3.1 4.0 4.0 3.5 3.5 CPI (%) 3.6 4.9 4.9 4.5 4.5
Source: Itau
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Commodities

2020 2021 2022 2023 2024 2025 2026F 2027F

Current  Previous Current Previous

Brent Oil (USD/bbl) 50 75 82 77 73 61 80 85 75 75
Iron Ore (USD/tonne) 153 116 110 135 103 104 95 95 75 75
Copper (USD/tonne) 7788 9525 8402 8489 9030 11763 12600 12600 12100 12100
Corn (Usd/bu) 437 592 656 480 444 444 500 500 500 500
Soy (Usd/bu) 1207 1290 1474 1311 984 1077 1150 1150 1250 1250
Wheat (Usd/bu) 604 790 749 619 548 532 700 700 700 700
Sugar (Usd/lb) 15 19 20 22 20 15 15 15 16 16
Coffee (Usd/lb) 123 235 166 188 321 360 250 250 250 250

Source: BBG, Itau
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